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KEY ECONOMIC INDICATORS 
(U.S. million dollars unless otherwise noted) 


Population (Millions) 
Population Growth (%) 
GDP, current prices 
% Change 

Per Capita GDP 
Inflation (%) 


Production & Employment 
Labor Force (1,000s) 


Unemployment Rate (%) 

Industrial Production 
(1980 = 100) 

Govt Deficit (% of GDP) 


Balance of Payments 
Exports (F.O.B.) 


Imports (C.I1I.F) 

Trade Balance 

Current Acct Balance 

Foreign Debt 

Debt Service Paid 

Debt Service Ratio 

Total Reserves 

Average Exchange Rate 
(US$ to Z$1.00) 


Foreign Investment 
Total Foreign Investment 


since 1980 

Total U.S. Investment in 
Zimbabwe 
Since 1980 


U.S./Zimbabwe Trade 


34.3 50.0 
126.7 110.0 


Principal U.S. Exports: Aircraft, computers, farm equipment, 
synthetic fibers, packaging materials 

Principal U.S. Imports: Ferrochrome, nickel, coffee, sugar, 
textiles, clothing 


Sources: Central Statistical Office, Reserve Bank, Private 
Sector Sources, IMF, U.S. Department of Commerce. 





SUMMARY A strong agricultural recovery and high prices for 
Zimbabwe's principal exports contributed to a good economic per- 
formance in 1988 as the economy grew by an estimated 6 percent. 
Although the tight balance-of-payments situation will continue to 
be a constraint, the economic expansion is expected to carry over 
through the first part of 1989. Growth could reach 4 percent for 
the year. 


Continuing wage and price controls kept official inflation to 
around 8 percent last year (although the actual rate may have 
been double that). Rapid money supply growth, anticipated wage 
increases, and loosened price controls should lead to inflation 
of at least 15-20 percent in 1989. Thanks to good commodity 
prices, the 1988 trade surplus increased by over 10 percent to an 
estimated $450 million. A fall in the debt service ratio 
contributed to a positive balance of payments. The overail 
balance of payments should remain in surplus this year despite 
higher imports. The 1988-89 budget projects a deficit of more 
than $600 million. Most of this results from heavy spending on 
defense, education, and subsidies to parastatal corporations. 


Unemployment remains the most serious and intractable domestic 
problem facing Zimbabwe. The first large group of school-leavers 


has entered the job market with few prospects for meaningful 
employment. The Government of Zimbabwe (GOZ) acknowledges the 
potential explosive- ness of this situation, but has yet to 
propose any effective program to deal with it. 


Lack of investment, both foreign and domestic, is a persistent 
problem. Zimbabwe offers many advantages to potential investors, 
but stringent controls on profit remittances, lack of clear-cut 
rules and the government's failure to sign an OPIC agreement have 
inhibited U.S. investment. The new GOZ investment guidelines, 
issued in May 1989, could improve this situation. 


Zimbabwe's economy remains highly vulnerable to conditions in 
South Africa. Despite an opening of trade routes through 
Mozambique, the bulk of Zimbabwe's trade still transits South 
Africa, which also is Zimbabwe's largest trading partner. 


Trade between the United States and Zimbabwe increased slightly 
to $160 million in 1988. Zimbabwe enjoyed a substan- tial 
surplus in 1988, but this will be reduced in the next two years 
when Boeing delivers two 767's to Air Zimbabwe. 


PART A: CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Outlook. In 1988, Zimbabwe's economy recovered strongly 
from a drought-induced slowdown the previous year. Real economic 





growth rose dramatically from near zero to over 6 percent. The 
major factor in the recovery was a 40 percent increase in the 
value of agricultural production. In addition, strong inter- 
national prices for tobacco, nickel, and ferrochrome boosted 
trade earnings. The outlook for 1989 is fair. Early forecasts 
indicate continued growth through mid-year, with an overall 
growth rate of around 4 percent. This estimate may prove too 
high if crops do not recover from irregular rainfall during the 
first quarter. Prospects for long-term growth are uncertain. 
There is a consensus among local economists, international 
organizations, and even many government officials that extensive 
controls over the economy must be loosened and that a more 
favorable investment climate must be created if Zimbabwe is ever 
to live up to its full growth potential. Zimbabwe's average 
growth rate through the first nine years of independence has been 
around 3 percent. While respectable, this performance falls 
short of the minimum 5-6 percent growth needed to absorb 
job-seekers and provide a reasonable increase in per capita 
income. 


Inflation/Monetary Policy. Inflation in 1988 was officially 
proclaimed to be around 8 percent, but many local economists 
believe that the actual cost of living rose by at least 15 
percent. As in 1987, costly imports, the budget deficit and high 
monetary growth exerted inflationary pressures on the economy 
which the government attempted to contain by controls on wages 
and prices. The outlook in 1989 is for official inflation of 
15-20 percent, pushed by monetary growth, a possible wage 
increase, and some relaxation of price controls. However, the 
official price index is viewed with suspicion by many because it 
is weighted in favor of price controlled items and tends to 
understate the real impact of rising costs on consumers. The 
money supply grew an estimated 24 percent in 1988, up from 13.5 
percent the previous year. This growth, due in large part to the 
export boom, led the government to issue over $110 million in 
treasury bills in late 1988 to soak up excess liquidity. 


Continued strong monetary growth is expected in the first half of 
1989, 


Ralance of Payments. With exports growing by 20 percent, 
Zimbabwe enjoyed an estimated trade surplus of $450 million in 
1988, an increase of 30 percent over 1987. Export volumes were 
up only slightly, but very strong tobacco prices, continued good 
prices for ferrochrome, and a spectacular rise in nickel prices 
were the main factors in the growth of export revenues. 


Cutbacks in remittances and a leveling off of interest payments 
abroad kept the invisibles deficit to around $380 million and 
contributed to a current account surplus of nearly $82 million. 
Capital outflows, particularly debt redemption and disinvestment, 





amounted to over $164 million, but were largely offset by aid 
receipts and other transfers. As a result, the overall balance 
of payments was in surplus by an estimated $55 million. 
Zimbabwe's debt service ratio fell from 37 percent in 1987 to 29 
percent by the end of 1988. It is projected to fall another 5 
percent in 1989, Import allocations are expected to increase at 
least 5 percent in real terms in 1989, although it should be 
noted that import levels will still be more than 25 percent lower 
than in the early 1980s. Zimbabwe's defense obligations, 
particularly on the Limpopo and Beira Corridors, impose a 
continuing drain on foreign currency reserves. At the end of 
1988, reserves were estimated to be around $300 million, enough 
for two to three months of imports. The government has predicted 
that the debt service ratio will fall well below 20 percent by 
1991, thus easing the constraints on imports. However, new 
borrowing for nonessential projects such as increased electrical 
generating capacity, or for nonessentials such as sophisticated 
fighter aircraft, could change this scenario. 


Fiscal Policy. The 1988-89 budget presented last August by 
Finance Minister Chidzero was little different from its 
predecessors. Projected expenditures were $2.94 billion, while 
estimated revenues were $2.3 billion. The resulting deficit of 
$630 million (11 percent of GDP) was to be financed by domestic 
borrowing ($558 million) and foreign aid ($72 million). The 
government's spending patterns were basically unchanged from the 
last few years, with education (18.6 percent), defense (14.3 
percent), debt service (15.6 percent), and subsidies (11.8 
percent) accounting for just over 60 percent of total spending. 
Chidzero has repeatedly pointed out that a budget deficit of this 
Iagnitude imposes severe strains on the economy, particularly as 
it crowds out investment and increases inflationary pressures, 
but the government has done little to reduce spending. Whether 
this problem will be seriously addressed in the 1989-90 budget is 
not clear. Various deficit reduction studies are under way, but 
the government's strong commitment to universal education and the 
real need to defend transport routes through Mozambique make any 
cuts in these areas unlikely. If any reductions are to be made, 
they will most likely be in subsidies to parastatals which amount 
to over $330 million. But even this poses difficult problems. 
Reduction of consumer subsidies, such as transfers to the 
Agricultural Marketing Authority, could provoke a strong reaction 
from hard-pressed consumers, and there is some doubt that money- 
losers such as the Zimbabwe Iron and Steel Company (ZISCO) and 
the National Railways of Zimbabwe would be viable without 
transfers. The government is reportedly looking at restructuring 
and market-based pricing policies for some parastatals, but 
implementation of these does not appear imminent. 


Unemployment. Unemployment is the most serious near- and medium- 





term problem facing Zimbabwe. Net job creation in the formal 
sector has been virtually nil over the last 12 years, and the 
number of job-seekers is growing rapidly. Over 115,000 secondary 
school leavers entered the job market in 1988, and their numbers 
will swell to 300,000 annually by the early 1990s. The 
government is well aware of the gravity of this problem. Finance 
Minister Chidzero has acknowledged that the number of unemployed 
will soon exceed 1 million, and other ministers have called 
unemployment a "political time bomb." Despite much talk and 
study, no effective program has yet been proposed to address the 
unemployment dilemma. However, it is increasingly obvious that 
only a comprehensive package of policies designed to stimulate 
domestic investment and to attract foreign investment can make 
any inroads in the growing ranks of the jobless. 


Agriculture. The 1987-88 agricultural season proved to be one of 
the best on record. Good rainfall in most growing areas 
contributed to a 40 percent increase in the value of agricultural 
production. Excellent leaf quality and strong export prices led 
to a 70 percent increase in tobacco earnings; the value of maize 
deliveries to the Grain Marketing Board was up 210 percent; 
cotton rose by over 40 percent; and oilseeds went up 45 percent. 
Only beef (down 15 percent) and sugar (down 10 percent) showed 
declines. Although last year's growth cannot be repeated, 
prospects for the 1988-89 crop year are fairly good. Early 
rainfall patterns were erratic, but nationwide rains throughout 
February should ensure good crops in most areas. Among the 
leading crops, tobacco looks especially promising. Early 
indications are for very good quality and some increase in 
volume. However, it is not yet clear whether last year's record 
prices can be sustained. The one major crop which appears to be 
in trouble is sugar. While the lowveld estates benefited from 
late rains, their main source of water, Lake Kyle, is below 15 
percent capacity and shows no sign of filling. Unless unusually 
good rains come next year, the sugar crop could be reduced by as 
much as 50 percent. If this happens, domestic supplies would 
probably be maintained, but exports and ethanol production would 
be cut back. 


Construction. The construction boom which began in 1987 slowed 
down in the last half of 1988. While demand for construction 
services remains strong, a shortage of inputs such as bricks and 
cement has hurt the industry, as has an antiquated stock of 
machinery and equipment. The construction of commercial office 
space, particularly in Harare, continues to have an upward trend. 
This is in part a reflection of excess liquidity in the economy. 


Energy. Zimbabwe remains totally dependent on imported 
petroleum, but has immense coal reserves and significant 
hydropower poten- tial. Nearly all petroleum imports come in by 
pipeline from Beira where a new petroleum terminal was 
inaugurated in 1987. 





The pipeline has been the occasional target of attacks by RENAMO 
guerillas within Mozambique but has suffered no lasting damage. 
Currently, gasoline sold in Zimbabwe is blended with domestically 
produced ethanol in a proportion of 87 to 13. The government has 
announced plans to increase the capacity of the Triangle ethanol 
plant from 40 million to 75 million liters annually, but this 
project may be delayed indefinitely by drought conditions in the 
lowveld sugar growing areas. The government is considering other 
energy initiatives to increase electricity supplies and has 
announced that they will build a 300 megawatt extension to the 
Kariba South power station. Also under consideration is a major 
expansion of the Hwange coal-fired power station and a major 
($500 million) hydroelectric station at Batoka Gorge on the 
Zambesi below Victoria Falls. Finally, the government is 
reportedly near agreement with Mobil on an exploration/production 
contract under which Mobil will carry out preliminary exploration 
for petroleum in the Zambesi valley. 


Manufacturing. The manufacturing sector, which accounts for 25 
percent of GDP, continued to perform moderately well in 1988 
despite continuing shortages of foreign exchange. Overall 
manufacturing output increased an estimated 6 percent, led by 
gains in the tobacco and soft drink sector (16 percent), 
household furnishings (14 percent), and chemicals (10 percent). 
The outlook for 1989 is favorable, as industrialists expect 
strong consumer demand to continue and capacity utilization to 
improve. Other than the chronic lack of foreign exchange, the 
biggest concern of the industrial sector is government pricing 
policies. With their input costs likely to rise significantly 
this year, particularly if an expected wage increase is granted, 
manufacturers are pressing the government strongly to ease price 
controls. Many of them report that these controls are eroding 
their profit margins at an unacceptable rate and are seriously 
distorting production patterns. 


Mining. Mining output increased an estimated 22 percent (by 
value) in 1988 to over $550 million. A 230 percent increase in 
nickel prices accounted for most of the gain, although increased 
gold output (up 11 percent) and strong copper and asbestos prices 
contributed as well. Despite the increase in earnings, the 
mining industry's volume was down slightly. The industry's 
prospects for 1989 are generally favorable. Gold production is 
expected to rise, and, if metal markets remain strong, mining 
output could grow another 15 percent by value. In the longer 
term, good prospects exist for the expansion of ferrochrome 
production and development of Zimbabwe's platinum reserves. Some 
sources believe that sales of platinum and associated precious 
metals could exceed $150 million within five years. 


Tourism. Tourism continues to be an underdeveloped industry in 
Zimbabwe. Total arrivals increased around 10 percent in 1988 to 





500,000, of whom an estimated 85 percent were tourists. Despite 
its many uncrowded tourist destinations, Zimbabwe is not well 
known in the United States or Europe, and its relatively well- 
developed tourism facilities are not fully utilized. The Ministry 
of Tourism, hampered by a meager budget, has been able to do 
little meaningful promotion. However, there have been some signs 
that overseas travel agencies are becoming aware of the country 
and its attractions. 


Private Sector/Investment. Although President Mugabe has 
frequently expressed his intention to move Zimbabwe toward greater 
state control of the economy, government economic policies have 
generally been pragmatic in regard to the role of the private 
sector. Zimbabwe's diversified and relatively sophisticated 
industrial sector remains largely in private hands, and the 
nation's 4,500 large commercial farms (nearly all white-owned) 
continue to account for most of Zimbabwe's agricultural exports. 
The government strongly supports measures to speed the redistribu- 
tion of wealth to the black majority, but it has explicitly 
rejected the expropriation of privately owned companies as a means 
to this end. Instead it has acquired equity positions in certain 
leading companies and urges greater Zimbabwean participation in 
foreign-controlled operations. The ruling party, ZANU, has 


undertaken a similar effort and has acquired a controlling 
interest in several local companies. Its professed objective in 
this regard is not political control of the economy, but to build 
a sound financial base for the party. 


Although the government has left much production in private hands, 
the extent of its control over other aspects of the economy is 
Significant. International sales of minerals are controlled by 
the Minerals Marketing Corporation, parastatal boards control 
sales, and exports of many agricultural products. Imports are 
tightly controlled through the import licensing process. Invest- 
ment proposals are carefully examined by various ministries before 
approval, and employers must follow strict regulations concerning 
wages and employment. 


As noted earlier, the government has had little success in the 
vital role of employment creation. Its policies have contributed 
to low investment and poor prospects for the creation of produc- 
tive jobs. The private sector, international organizations, and 
some in the government have urged the adoption of wide-ranging 
reforms, including reduction of the budget deficit, import 
liberalization, more realistic exchange rate policies, a more 
balanced labor law, revised procedures for foreign currency 
allocations, and adoption of rational investment guidelines as 
necessary conditions for resumed investment, increased exports 
and sustainable economic growth. The government is concerned 
about the growing unemployment situation and has begun to study 





various measures to open up the economy. A trade liberalization 
study has been completed and is being circulated within 
government; the new investment guidelines were announced in May 
of this year; an investment register is reportedly near release; 
and some thought is apparently being given to easing employment 
regulations and price controls. These trends are encouraging, 
but it remains to be seen whether the government will go far 
enough toward a market orientation to make a real difference. 


Zimbabwe/South Africa. Zimbabwe's economy remains dependent on 
South Africa and very vulnerable to events there. South Africa 
accounts for about 20 percent of Zimbabwe's overall foreign trade. 
The government encourages diversion of this trade to other markets 
and suppliers, but progress has been slow since South Africa is 
the only economic source for some important products and offers a 
natural market for certain Zimbabwean exports. Zimbabwe also 
remains highly dependent on South African transport routes and 

has been making efforts to lessen this dependence. 


The Southern African Transport and Communications Commission 
(SATCC), based in Mozambique, has attracted substantial donor 
assistance to rehabilitate the transport corridor between the 
Mozambican port of Beira and to begin rehabilitation of the 
Limpopo Rail line to the port of Maputo. Considerable progress 
has been made at Beira port, and the Limpopo line is open for 
limited commercial traffic. These developments have reduced 
Zimbabwe's dependence to some degree (approximately 60 percent of 
Zimbabwe's trade transits South Africa, down from over 90 percent 
five years ago), but it should be noted that the Mozambique 
corridors are unlikely to fully replace South African ports in 
the foreseeable future. Development of these alternative routes 
has been hampered by the continuing activities of the 
anti-government RENAMO forces in Mozambique. Zimbabwe already 
has made an expensive commitment to defend the Beira Corridor. 
The need for similar security arrangements on the Limpopo line 
will slow the pace of rehabilitation and will impose an 
additional financial burden on Zimbabwe. 


PART B. IMPLICATIONS FOR THE UNITED STATES 


Trade between the United States and Zimbabwe increased slightly 
to $161 million in 1988. The level trade balance of 1987 became 
a surplus for Zimbabwe in 1988 of $92.4 million, a shift 
attributable in part to high prices for Zimbabwe's mineral 
exports (ferrochrome and nickel). The United States was 
Zimbabwe's fourth largest trading partner after South Africa, the 
United Kingdom, and the Federal Republic of Germany. U.S. 
products, particularly computers and business equipment, are 
highly regarded in Zimbabwe, and the potential demand is 
substantial. Unfortunately, Zimbabwe's chronic foreign exchange 
shortage will restrict sales opportunities for U.S. suppliers of 





goods and services for the next few years. However, due to Air 
Zimbabwe's purchase of two Boeing's 767's, bilateral trade in 
1989 and 1990 should again be more balanced. 


Zimbabwe offers many advantages for potential foreign investors, 
including agricultural and mineral resources, a well-developed 
infrastructure, good transportation links to regional markets, a 
competent labor force, and pleasant living conditions. However, 
the country has attracted little foreign investment since 
independence. The government recently indicated a willingess to 
negotiate bilateral investment treaties, but does not have an 
agreement with the Overseas Private Investment Corporation (OPIC) 
of the United States or similar agreements with other countries. 


In May 1989, the government released new investment guidelines in 
a document entitled "The Promotion of Investment: Policy and 
Regulations," replacing the guidelines published in 1982. The 
newly established Zimbabwe Investment Centre is to provide advice 
and services to foreign investors. The Centre will have 
authority to process and approve investment applications up to 
$2.5 million. It will refer larger investment proposals to upper 
levels of the Ministry of Finance. 


The new guidelines include the relaxation of remittance 
procedures for special projects, corporate taxes, and use of 
blocked funds. The government is also planning to publish an 
"investment register" listing special projects for foreign 
participation. Foreign investors are invited to undertake 
projects which benefit rural areas, transfer technology, create 
jobs, use local materials, involve research and development 
expenditures, and achieve balance-of-payments benefits. 


In reviewing foreign investment application, the government looks 
at several factors, including: 

Job creation 

Use of new and appropriate technology 

Import substitution potential 

Generation of exports 

Location in designated "growth points" 

Willingness to form joint ventures with Zimbabwean 

partners. 


Requirements for local participation are not quantified, but 
joint ventures are strongly encouraged. The government reserves 


the right to participate on an equity basis in new investment of 
national importance. 


Potential investors may also benefit in the long-run from 

Zimbabwe's membership in the Southern African Development 

Coordination Conference (SADCC) and the Preferential Trade 
Agreement for Eastern and Southern Africa (PTA). Both 





Organizations are committed to increased trade and investment 
among member states. The members of SADCC are Angola, Botswana, 
Lesotho, Malawi, Mozambique, Swaziland, Tanzania, Zambia, and 
Zimbabwe. PTA includes Burundi, the Comoros, Djibouti, Ethiopia, 
Kenya, Lesotho, Malawi, Mauritius, Mozambique, Rwanda, Somalia, 
Swaziland, Uganda, Zambia, and Zimbabwe. 


Approximately 45 U.S. companies have operations in Zimbabwe, 
including Union Carbide (by far the largest U.S. investment), 
Heinz, Johnson and Johnson, 3M, Colgate-Palmolive, Mobil, Caltex 
and NCR. The only significant U.S. investments since 
independence are Heinz's joint venture with the government in an 
edible oils, soap and food operation, and a recently concluded 
joint venture by Cummins Diesel to assemble engines. 


Several major projects under consideration by the government may 
offer opportunities for U.S. suppliers of goods and services. 
Among these are: 


Construction of a 300 megawatt extension of the existing 
hydroelectric facility at Lake Kariba. 


Rehabilitation and expansion of the country's electrical 
generating capacity. 


A $100 million rehabilitation of the government-owned Zimbabwe 
Iron and Steel Company (ZISCO). 


Upgrading of the telephone and telecommunications system. The 
Posts and Telecommunications Corporation (PTC) has begun a 
five-year development plan. 


Modernization of the Harare Airport. 
Development of chromium and platinum reserves. 


The U.S. Trade and Development Program (TDP) is active in 
Zimbabwe and is prepared to work closely with U.S. business to 
develop major trade opportunities. During the last few years, 
TDP has funded planning services for the Zimbabwe Electricity 
Supply Authority (ZESA), the Regional Water Authority, and a 
regional development and ethanol project in southeast Zimbabwe. 


A visit to Zimbabwe is the most effective way to gather 
commercial information and to make contact with potential 
distributors. Participation in countrywide events such as the 
annual Zimbabwe International Trade Fair each May in Bulawayo 
also offers an excellent opportunity to meet potential Zimbabwean 
and regional customers. The United States has participated in 
the fair for the last eight years and will do so again in 1989 





with special emphasis on computers, business equipment, and 
commercial aircraft. 


The U.S. Embassy in Harare (172 Rhodes Avenue, Box 3340: Tel: 
794-521) has an Economic/Commercial Officer and a small 
commercial staff (Tel: 728-957) to aid American businesses. 





